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II. Copy of: Basics of the Section 199A Deduction
A. Mechanics
Section 199A provides a deduction equal to the lesser of (i) the taxpayer’s combined qualified business income amount,[footnoteRef:1] or (ii) 20% of the taxpayer’s taxable income calculated without regard to net capital gain and to the §199A deduction.[footnoteRef:2] This Portfolio refers to the taxable income used for determining the second amount (i.e., taxable income calculated without regard to net capital gain and the §199A deduction) as §199A deduction testing taxable income. Section 199A deduction testing taxable income is distinct from the taxable income base on which tax is actually imposed. [1: §199A(a)(1). ]  [2: §199A(a)(2), §199A(e)(1). Net capital gain means net capital gain as defined in §1222(11) plus any qualified dividend income (as defined in §1(h)(11)(B)) for the taxable year. Reg. §1.199A-1(b)(3). For a visual depiction of the formula in §199A(a), see Formulas Illustrated, §199A(a): Qualified Business Income Deduction.] 

A taxpayer’s combined qualified business income amount equals the sum of (i) 20% of the taxpayer’s qualified business income (QBI) from each qualified trade or business (QTB)[footnoteRef:3] (as limited by the wage-basis limit),[footnoteRef:4] and (ii) 20% of the taxpayer’s aggregate amount of qualified REIT dividends and qualified publicly traded partnership income.[footnoteRef:5] [3: §199A(b)(1)(A), §199A(b)(2)(A). ]  [4: The wage-basis limit is discussed more fully in III.D., below.]  [5: §199A(b)(1)(B). Qualified REIT dividends and qualified publicly traded partnership income are defined in Reg. §1.199A-3(c)(2) and §1.199A-3(c)(3) and are discussed more fully in IV.A. and IV.B., below.] 

Note: The regulations describe the QBI element of the deduction differently from the description in the statute. The statute limits the deduction to QBI with respect to each QTB of the taxpayer.[footnoteRef:6] The definition of QTB excludes (i) for all taxpayers, the trade or business of performing services as an employee,[footnoteRef:7] and (ii) for taxpayers above the threshold amount, specified service trades or businesses (SSTBs).[footnoteRef:8] The regulations, on the other hand, limit the deduction to QBI from all trades or businesses (not QTBs), but provide that taxpayers with taxable incomes above the threshold amount are subject to the SSTB rule.[footnoteRef:9] Thus, the regulations arrive at the same QBI element amount as the statute by excluding the trade or business of performing services as an employee from the definition of trade or business.[footnoteRef:10] This Portfolio adopts the statutory description with respect to the QBI element of the deduction and, thus, the term QTB is used to refer to a trade or business that qualifies for the deduction. [6: §199A(b)(1)(A), §199A(b)(2)(A).]  [7: §199A(d)(1)(B).]  [8: §199A(d)(1)(A), §199A(d)(3). SSTBs are discussed more fully in III.C.2.b., below.]  [9: Reg. §1.199A-1(d).]  [10: Reg. §1.199A-1(b)(14).] 

Losses with respect to a QTB or a publicly traded partnership (PTP) reduce the combined qualified business income amount.[footnoteRef:11] The regulations provide separate loss netting rules for (i) the QBI element of the deduction, and (ii) the qualified REIT dividend and qualified PTP income element of the deduction.[footnoteRef:12] [11: Reg. §1.199A-1(b)(5), §1.199A-1(b)(13). The loss rules are discussed more fully at III.B.3. and IV.C., below.]  [12: Reg. §1.199A-1(c)(2), §1.199A-1(d)(2)(iii), §1.199A-1(d)(3)(iii).] 

Observation: A taxpayer can have a combined qualified business income amount even if the taxpayer has no QBI. This is because the combined qualified business income amount includes not only 20% of QBI, but also 20% of qualified REIT dividends and 20% of qualified publicly traded partnership income.
The regulations provide calculation mechanics for the first element of the deduction — 20% of the taxpayer's QBI with respect to each QTB of the taxpayer — that vary depending upon whether the taxable income of the taxpayer is above or below a threshold amount (discussed inIII.E., below).[footnoteRef:13] [13: Reg. §1.199A-1(c), §1.199A-1(d).] 

Taxpayers with taxable incomes at or below the threshold amount multiply the total QBI amount by 20%.[footnoteRef:14] The "total QBI amount" is defined as the net total QBI from all trades or businesses,[footnoteRef:15] excluding the trade or business of performing services as an employee.[footnoteRef:16] Such taxpayers are not subject to the wage-basis limit (discussed in III.D., below) or the specified service trade or business (SSTB) rule (discussed in III.C.2.b., below). [14: Reg. §1.199A-1(c)(1).]  [15: Reg. §1.199A-1(b)(14).]  [16: Reg. §1.199A-1(b)(13).] 

Taxpayers with taxable incomes above the threshold amount must calculate a QBI component for each QTB.[footnoteRef:17] The QBI component for a QTB is 20% of QBI, subject to (i) the wage-basis limit (discussed in III.D., below), and (ii) the SSTB rule (discussed in III.C.2.b., below). [17: Reg. §1.199A-1(b)(6), §1.199A-1(d)(2).] 

For purposes of comparing taxable income to the threshold amounts, taxable income is calculated without regard to the §199A deduction but with regard to net capital gain.[footnoteRef:18] This Portfolio refers to this taxable income amount as threshold testing taxable income. Threshold testing taxable income is distinct from §199A deduction testing taxable income (discussed above).  [18: §199A(e)(1).] 

The calculation of the QBI element of the combined qualified business income amount, including the threshold amount, the wage-basis limit, and the SSTB rule, are discussed in detail at III., below.
Beginning in 2026, certain applicable taxpayers are entitled to a minimum deduction for active qualified business income. The minimum deduction is equal to the greater of the §199A deduction or $400, as adjusted for inflation.[footnoteRef:19] [19: §199A(i), amended by the One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, §17105(b). For further discussion of the minimum deduction for active qualified business income, see II.F., below.] 

Individuals, trusts, and estates are all eligible for the §199A deduction.[footnoteRef:20] The regulations provide computational rules to assist individuals in the calculation of their §199A deduction.[footnoteRef:21] They define the term individual to include nongrantor trusts and estates to the extent that such trusts and estates, and not their beneficiaries, are allowed to claim the §199A deduction.[footnoteRef:22] [20: See §199A(a).]  [21: Reg. §1.199A-1(c), §1.199A-1(d).]  [22: Reg. §1.199A-1(a)(2), §1.199A-6.] 

The following examples illustrate the calculation of the deduction:
Example 1: Taxpayer has threshold testing taxable income below the threshold amount. Taxpayer has $40,000 of QBI from QTB 1 and $70,000 of QBI from QTB 2. Taxpayer has no qualified REIT dividends or qualified PTP income. Taxpayer's total QBI amount is $110,000. Taxpayer's combined qualified business income amount is $22,000 (20% of $110,000).
Example 2: Taxpayer has threshold testing taxable income above the threshold amount. Taxpayer's QBI component from QTB 1 is $8,000 and taxpayer's QBI component from QTB 2 is $14,000. Taxpayer has no qualified REIT dividends or qualified PTP income. Taxpayer's combined qualified business income amount is $22,000 ($8,000 plus $14,000).
Example 3: In 2025, Taxpayer, an unmarried individual, has threshold testing taxable income below the threshold amount. Taxpayer owns a barbershop as a sole proprietor. The barbershop is a QTB, and it generates QBI of $80,000. Taxpayer has additional ordinary income of $32,000, $10,000 of net capital gain, and takes the $15,750 standard deduction.[footnoteRef:23] Taxpayer has no other items of income, gain, deduction, and loss. Taxpayer has a total QBI amount of $80,000 and a combined qualified business income amount of $16,000 (20% of $80,000). Taxpayer’s §199A deduction testing taxable income, which is determined without regard to net capital gain and without regard to the §199A deduction, is $96,250 ($80,000 of QBI, plus $32,000 of other ordinary income, minus the $15,750 standard deduction). Thus, Taxpayer’s §199A deduction is $16,000, which is the lesser of (i) the combined qualified business income amount, or $16,000, or (ii) 20% of the $96,250 §199A deduction testing taxable income, or $19,250. Taxpayer’s taxable income is $90,250 ($112,000 total ordinary income, plus $10,000 net capital gain, minus $15,750 standard deduction, minus $16,000 §199A deduction). [23: See §63(c)(1), §63(c)(2)(C), §63(c)(7), as amended by the OBBBA, Pub. L. No. 119-21, §70102(b)(2). For the standard deduction amount in tax years after 2018, see Tables, Charts & Lists, Standard Deduction Tables.] 

Example 4: Assume the same facts as in Example 3, except that a portion of Taxpayer’s $32,000 additional ordinary income is a $10,000 qualified REIT dividend. Thus, Taxpayer’s combined qualified business income amount is $18,000, which is equal to the sum of (i) 20% of the $80,000 total QBI amount, or $16,000, plus (ii) 20% of $10,000 qualified REIT dividend, or $2,000. Thus, Taxpayer’s §199A deduction is $18,000, which is the lesser of (i) the combined qualified business income amount, or $18,000, or (ii) 20% of the $96,250 §199A deduction testing taxable income, or $19,250. Taxpayer’s taxable income is $88,250 ($112,000 total ordinary income, plus $10,000 net capital gain, minus $15,750 standard deduction, minus $18,000 §199A deduction.
Example 5: Taxpayer, an unmarried individual, has threshold testing taxable income below the threshold amount. Taxpayer has QBI of $80,000 from a QTB. Taxpayer has additional ordinary income of $12,000, a $2,000 capital loss deductible under §1211(b), and takes the $15,750 standard deduction. Taxpayer has no other items of income, gain, deduction, and loss. Taxpayer has a total QBI amount of $80,000 and a combined qualified business income amount is $16,000 (20% of $80,000). Taxpayer’s §199A deduction testing taxable income is $74,250 ($80,000 of QBI, plus $12,000 of other ordinary income, less the $2,000 capital loss, less the $15,750 standard deduction). Thus, Taxpayer’s §199A deduction is $14,850, which is the lesser of (i) the combined qualified business income amount, or $16,000, or (ii) 20% of the $74,250 §199A deduction testing taxable income, or $14,850. Taxpayer’s taxable income is $59,400 ($92,000 total ordinary income, minus $2,000 net capital loss, minus $15,750 standard deduction, minus $14,850 §199A deduction).
The §199A deduction is not allowed in calculating adjusted gross income (“AGI”),[footnoteRef:24] which means that the deduction will not affect calculations tied to AGI. In some cases this may be beneficial to taxpayers and in other cases it may be detrimental. For example, for purposes of the calculation of the cap on the charitable contribution deduction, the exclusion of the §199A deduction from the computation of AGI is beneficial to taxpayers because taxpayers would prefer to have a higher amount of AGI in order to be able to take a larger charitable contribution deduction.[footnoteRef:25] In other contexts, the exclusion of the §199A deduction from the computation of AGI can be detrimental to taxpayers. For instance, §21 provides a credit for an “applicable percentage” of certain expenses for household and dependent care services necessary for gainful employment. The applicable percentage is generally equal to 35%, but is subject to a reduction of 1 percentage point for each $2,000 by which the taxpayer’s AGI for the taxable year exceeds $15,000. Thus, for purposes of the calculation of this credit, the exclusion of the §199A deduction from the computation of AGI is detrimental to taxpayers because taxpayers would prefer to have a lower amount of AGI in order to qualify for a higher applicable percentage in calculating the credit. [24: §62(a) (flush language).]  [25: See §170(b)(1); 521 T.M., Charitable Contributions: Income Tax Aspects, at VIII.] 

Taxpayers take the §199A deduction into account in computing taxable income.[footnoteRef:26] Individual taxpayers who itemize their deductions may claim the §199A deduction. Individual taxpayers who take the standard deduction may also claim the §199A deduction.[footnoteRef:27] [26: §63. See also §641(b) (providing that the taxable income of trusts and estates is generally computed in the same manner as in the case of an individual).]  [27: §63(b)(3). Trusts and estates are not eligible to take the standard deduction. §63(b).] 

The §199A deduction is allowed only for purposes of determining income tax,[footnoteRef:28] and may not, for example, be used in the computation of self-employment taxes (under §1402) or net investment income taxes (under §1411).[footnoteRef:29] [28: §199A(f)(3). ]  [29: Reg. §1.199A-1(e)(3).] 

Example 6: Taxpayer, an unmarried individual, has threshold testing taxable income below the threshold amount. Taxpayer is a partner in a partnership, which is engaged in a motorcycle repair business that is a QTB. Taxpayer is allocated $70,000 of QBI by the partnership. Taxpayer has $5,000 of additional ordinary income and takes the $15,750 standard deduction. Taxpayer has no other items of income, gain, deduction, and loss. Taxpayer has a total QBI amount of $70,000 and a combined qualified business income amount of $14,000 (20% of $70,000). Taxpayer’s §199A deduction testing taxable income is $59,250 ($70,000 of QBI, plus $5,000 of additional ordinary income, minus the $15,750 standard deduction). Thus, Taxpayer’s §199A deduction is $11,850, which is the lesser of (i) the combined qualified business income amount, or $14,000, or (ii) 20% of the $59,250 §199A deduction testing taxable income, or $11,850. Taxpayer’s taxable income is $47,400 ($75,000 ordinary income, minus $15,750 standard deduction, minus $11,850 §199A deduction).
B. Alternative Minimum Tax
A taxpayer who is subject to the alternative minimum tax (AMT) under §55 may take the §199A deduction in computing alternative minimum taxable income. The statute provides that a taxpayer’s QBI for AMT purposes equals the taxpayer’s QBI for regular tax purposes (i.e., a taxpayer's QBI for AMT purposes is determined without regard to any AMT adjustments under §56–§59).[footnoteRef:30] The regulations, on the other hand, provide that a taxpayer's §199A deduction for AMT purposes equals the taxpayer's §199A deduction for regular tax purposes.[footnoteRef:31] By providing that this AMT rule covers the §199A deduction, and not just the QBI element of the deduction, the regulations have effectively expanded the rule to also cover the qualified REIT dividends/qualified PTP income element of the deduction. Thus, under the regulations, taxpayers are not required to recompute their §199A deduction with respect to qualified REIT dividends and qualified PTP income for AMT purposes.[footnoteRef:32] [30: §199A(f)(2). See §56–§58 (listing adjustments and items of preference for AMT purposes). See also §59(d)(1)(A) (adjustments relating to the income of a REIT to be apportioned between a REIT and its shareholders in accordance with not-yet-issued regulations).]  [31: Reg. §1.199A-1(e)(5).]  [32: Because the statute has no rule explicitly addressing AMT adjustments with respect to qualified REIT dividends and qualified PTP income, before the regulations were issued it was not clear whether taxpayers were required to recompute their §199A deduction with respect to such items for AMT purposes.] 

C. Relevant Passthrough Entities
Partners in a partnership and shareholders in an S corporation are eligible to take the §199A deduction.[footnoteRef:33] Although trusts and estates may themselves take the §199A deduction, it is the beneficiary of a trust or estate that instead may claim the §199A deduction to the extent that the trust or estate passes through relevant items to the beneficiary. [33: §199A(f)(1).] 

The regulations create the term "relevant passthrough entity" (RPE) to include partnerships (except for PTPs, which are treated separately) and S corporations that are directly or indirectly owned by at least one individual, trust, or estate.[footnoteRef:34] A trust or estate is also an RPE to the extent that it passes through QBI, W-2 wages, unadjusted basis immediately after acquisition (UBIA) of qualified property, qualified REIT dividends, and qualified PTP income to a beneficiary or beneficiaries.[footnoteRef:35] A taxpayer calculates the §199A deduction with regard to relevant items that the taxpayer receives directly and the taxpayer's allocable share of items from RPEs.[footnoteRef:36] [34: Reg. §1.199A-1(b)(10). Other passthrough entities, including common trust funds described in Reg. §1.6032-1T and religious or apostolic organizations described in §501(d), are treated as RPEs if the entity files a Form 1065, U.S. Return of Partnership Income, and is owned, directly or indirectly, by at least one individual, estate, or trust. Reg. §1.199A-1(b)(10). Note that Reg. §1.6032-1 was made permanent, with only nonsubstantive revisions, by T.D. 9892. Preamble, T.D. 9892, 85 Fed. Reg. 5323 (Jan. 30, 2020). The separate rules that apply to PTPs are discussed in IV.B., below.]  [35: Reg. §1.199A-1(b)(10). The rules allocating items between a trust or estate and the trust's or estate's beneficiaries are discussed more fully in II.C.2., below.]  [36: Reg. §1.199A-1(c)(1), §1.199A-1(d)(1), §1.199A-1(e)(1).] 

1. Partnerships and S Corporations
In the case of a partnership or S corporation, the §199A deduction is determined at the partner or shareholder level.[footnoteRef:37] Each partner (i) takes into account the partner’s allocable share of each of the partnership’s qualified items of income, gain, deduction, and loss; (ii) is treated as having W-2 wages and UBIA of qualified property equal to the partner’s allocable share of the partnership’s W-2 wages and UBIA of qualified property; and (iii) takes into account the partner's allocable share of the partnership's qualified REIT dividends and qualified PTP income.[footnoteRef:38] Similarly, each S corporation shareholder (i) takes into account the shareholder’s pro rata share of each of the S corporation’s qualified items of income, gain, deduction, and loss; (ii) is treated as having W-2 wages and UBIA of qualified property equal to the shareholder’s pro rata share of the S corporation’s W-2 wages and UBIA of qualified property; and (iii) takes into account the shareholder's pro rata share of the S corporation's qualified REIT dividends and qualified PTP income.[footnoteRef:39] Qualified items of income, gain, deduction, and loss are discussed in detail in III.B., below. The allocation of W-2 wages and UBIA of qualified property to partners and shareholders is discussed in detail in III.D., below. Qualified REIT dividends and qualified PTP income are discussed in detail in IV., below. [37: §199A(f)(1)(A)(i); Reg. §1.199A-1(e)(1).]  [38: §199A(f)(1)(A)(ii), §199A(f)(1)(A)(iii); Reg. §1.199A-1(c)(1), §1.199A-1(d)(1).]  [39: §199A(f)(1)(A)(ii), §199A(f)(1)(A)(iii); Reg. §1.199A-1(c)(1), §1.199A-1(d)(1).] 

The regulations provide that the §199A deduction has no effect on a partner's adjusted basis in its partnership interest, an S corporation shareholder's adjusted basis in its S corporation stock, or an S corporation's accumulated adjustment account.[footnoteRef:40] [40: Reg. §1.199A-1(e)(1).] 

2. Trusts and Estates
Depending on the specific circumstances, a trust, an estate, the owner of a trust, or the beneficiaries of a trust or estate may take the §199A deduction.
The regulations provide rules for determining the §199A deduction with respect to trusts and estates. To the extent that a grantor or another person is treated as owning all or part of a trust under the grantor trust rules,[footnoteRef:41] such person, with respect to the portion of the trust that the person is treated as owning, computes the §199A deduction as if the person conducted the activities of the trust directly.[footnoteRef:42] [41: See §671–§679.]  [42: Reg. §1.199A-6(d)(2).] 

The income taxation of the ordinary income of nongrantor trusts and estates generally depends on the distributable net income (DNI) of the trust or estate.[footnoteRef:43] If the trust or estate retains DNI, it is subject to tax on such income, but if the trust or estate distributes DNI it may claim an offsetting deduction, and the income will instead be taxable to the trust's or estate's beneficiary or beneficiaries.[footnoteRef:44] [43: See §643 (defining DNI).]  [44: See §661, §662. For a more detailed discussion of the taxation of trusts and estates, see 852 T.M., Income Taxation of Trusts and Estates.] 

The regulations follow this framework and provide that QBI, W-2 wages, UBIA of qualified property, qualified REIT dividends, and qualified PTP income are allocated between the trust or estate and each beneficiary based on the DNI of the trust or estate that is distributed or required to be distributed to each beneficiary or that is retained by the trust or estate.[footnoteRef:45] For this purpose, the trust or estate's DNI is determined with regard to the separate share rule of §663(c), but without regard to §199A.[footnoteRef:46] The beneficiary treats its share of QBI and other items as though the items had been allocated from an RPE.[footnoteRef:47] If a trust or estate has no DNI for the taxable year, any QBI, W-2 wages, UBIA of qualified property, qualified REIT dividends, and qualified PTP income are allocated entirely to the trust.[footnoteRef:48] [45: Reg. §1.199A-6(d)(3)(ii).]  [46: Reg. §1.199A-6(d)(3)(ii).]  [47: Reg. §1.199A-6(d)(1).]  [48: Reg. §1.199A-6(d)(3)(ii).] 

A trust or estate described in §663(c) with substantially separate and independent shares for multiple beneficiaries will be treated as a single trust or estate for purposes of: (i) determining whether the taxable income of the trust or estate exceeds the threshold amount; (ii) determining taxable income, net capital gain, net QBI, W-2 wages, UBIA of qualified property, qualified REIT dividends, and qualified PTP income for each trade or business of the trust or estate; and (iii) computing the W-2 wage and UBIA of qualified property limitations. The allocation of these items to the separate shares of the trust or estate is governed by the rules of Reg. §1.663(c)-1 through §1.663(c)-5.[footnoteRef:49] [49: Reg. §1.199A-6(d)(3)(iii), added by T.D. 9899, 85 Fed. Reg. 38,060 (June 25, 2020), which adopts, with modifications, the proposed regulations in REG-134652-18, 84 Fed. Reg. 3015 (Feb. 8, 2019). The final regulations of T.D. 9899 apply to tax years beginning after August 24, 2020.] 

A charitable remainder trust described in §664 is not entitled to, and does not calculate, a §199A deduction. However, any taxable recipient of a unitrust or annuity amount from a charitable remainder trust may take into account QBI, qualified REIT dividends, and qualified PTP income of the trust for purposes of determining its own §199A deduction, to the extent that the unitrust or annuity amount distributed to the recipient consists of such §199A items under Reg. §1.664-1(d). Such a recipient must determine and apply its own threshold amount for purposes of §199A, taking into account any annuity or unitrust amounts received from the trust.[footnoteRef:50] [50: Reg. §1.199A-6(d)(3)(v), added by T.D. 9899, which adopts, with modifications, the proposed regulations in REG-134652-18.] 

Prior to the issuance of the regulations, some commentators had raised the question of whether an electing small business trust (or ESBT) was able to take the §199A deduction.[footnoteRef:51] The regulations provide that an ESBT is entitled to the §199A deduction, and provide rules for how the S portion of an ESBT, the grantor portion of the ESBT, and the non-S portion of the ESBT take QBI and other items into account.[footnoteRef:52] [51: See Letter from Annette Nellen, AICPA Tax Exec. Comm., to David Kautter, Acting IRS Commissioner (Feb. 21, 2018) (available at https://www.aicpa.org/content/dam/aicpa/advocacy/tax/downloadabledocuments/20180221-aicpa-sec-99a-qbi-comment-letter-faq.pdf); N.Y. State Bar Ass’n Tax Section, Report on Section 199A at 33 (Mar.23, 2018) (available at http://www.nysba.org/Sections/Tax/Tax_Section_Reports/Tax_Reports_2018/1392_Report.html).]  [52: Reg. §1.199A-6(d)(3)(vi).] 

D. Foreign Taxpayers
QBI is limited to income effectively connected with the conduct of a trade or business within the United States.[footnoteRef:53] However, there is no rule limiting the §199A deduction to citizens and residents of the United States. Accordingly, nonresident aliens, foreign trusts, and foreign estates subject to tax under §871(b) with respect to income effectively connected with the conduct of a trade or business in the United States should be able to take the deduction with respect to effectively connected income.[footnoteRef:54] [53: §199A(c)(3)(A)(i); Reg. §1.199A-3(b)(2)(i)(A). See III.B.1., below.]  [54: §873(a); Reg. §1.873-1(a)(1). ] 

E. Transition Rule
Section 199A applies to taxable years of taxpayers beginning after December 31, 2017.[footnoteRef:55] The regulations provide a transition rule for relevant passthrough entities (RPEs) with a taxable year that began before January 1, 2018 and ends after December 31, 2017. For purposes of determining QBI, W-2 wages, unadjusted basis immediately after acquisition (UBIA) of qualified property, and the aggregate amount of qualified REIT dividends and qualified PTP income, if an RPE allocates such items for such a taxable year, “such items are treated as having been incurred” by the taxpayer during the taxpayer's taxable year in which or with which the RPE's taxable year ends,[footnoteRef:56] and therefore the taxpayer takes such items into account in determining the taxpayer's §199A deduction for 2018. [55: §199A, as amended by the One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, §70105.]  [56: Reg. §1.199A-1(f)(2), §1.199A-2(d)(2)(ii), §1.199A-3(e)(2)(ii), §1.199A-4(e)(2), §1.199A-5(e)(2)(ii), §1.199A-6(e)(2)(ii).] 

Example 7: A, an individual calendar-year taxpayer, owns 20% of an S corporation that engages in a QTB. The S corporation has QBI, W-2 wages, UBIA of qualified property, qualified REIT dividends, and qualified PTP income for a taxable year that began on November 1, 2017, and ends on October 31, 2018. A is treated as having incurred such items for the 2018 taxable year and takes such items into account in calculating A's §199A deduction in 2018. The same result would follow if the S corporation had incurred a loss in its QTB.
F. Minimum Deduction for Active Qualified Business Income
For taxable years beginning after 2025, the One Big Beautiful Bill Act[footnoteRef:57] (OBBBA) establishes a new minimum deduction for certain applicable taxpayers for active qualified business income. The minimum deduction is equal to the greater of the §199A deduction or $400, annually adjusted for inflation.[footnoteRef:58] [57: Pub. L. No. 119-21, §70105.]  [58: §199A(i)(1), as amended by the OBBBA, Pub. L. No. 119-21, §70105(b). See §199A(i)(3) (inflation adjustment calculation). For the inflation-adjusted threshold amounts, see Tables, Charts, and Lists, Qualified Business Income.] 

To qualify as an applicable taxpayer for a taxable year, a taxpayer must have aggregate qualified business income with respect to all active qualified trades or businesses of the taxpayer of at least $1,000, annually adjusted for inflation. An active qualified trade or business is any qualified trade or business of the taxpayer in which the taxpayer materially participates.[footnoteRef:59] [59: §199A(i)(2), as amended by the OBBBA, Pub. L. No. 119-21, §70105(b). See §469(h) (defining materially participation as being involved in the operations of an activity on a basis which is regular, continuous, and substantial); see also §199A(i)(3) (inflation adjustment calculator). For the inflation-adjusted threshold amounts, see Tables, Charts, and Lists, Qualified Business Income.] 

